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Finance by Patricia Kummer CFP® 
 
Dependable income for retirees is in jeopardy as more companies do away with Defined 
Benefit plans.   This is a product of many changes in the current workforce, company mergers, 
and unknown liabilities for employers.  In this ever-changing landscape of income in 
retirement, a short history lesson may help to put this into perspective. 

  
The Social Security Act was signed into law by FDR on August 14, 1935.  At that time, 

private company pension plans were gaining popularity.  A pension plan fully funded by the 
employer and designed to pay out a specific fixed benefit for life is considered a Defined 
Benefit plan.  The first such plan was created in 1869 by American Express.  By 1940, about 
15 percent of the private working population was covered by a pension plan.  Ironically, today 
about the same amount, roughly 17 percent are covered.  It appears we have almost gone full 
cycle.¹ 

 
 The first Defined Contribution plan was made possible by the 1974 IRS Section 

Code 401(k) and first enacted in 1981 by Johnson Companies.  Since then more companies 
have been moving away from the traditional employer funded Defined Benefit plans to the 
employee funded Defined Contribution plans. 

 
 In Colorado, we have seen major corporations gradually evolve away from the 

fixed pension income plans.  Usually first the company stops offering these plans to new hires.  
Next, workers who left the company but have not collected yet are often offered a settlement, 
or a lump sum buy-out.  This helps get the liability off the books of the corporation for previous 
workers.  Next, for the existing workers, the pensions are often frozen, meaning no new 
contributions.  This can be phased out in a variety of ways based on the average age of the 
workforce and the standard for that industry.   

 
There was an announcement in July of a pension change for our neighbors at Lockheed 

Martin.  This will affect a significant local population of current employees who live in the area.  
The phase out will consider a worker’s highest annual salary in the formula only up to 2016 
and their years of service only up to 2020.²  Some previous workers who are not yet retired 
have already been offered a lump-sum option.  This is where the company’s actuaries 
calculate how much money you would need today to pay yourself a fixed income over your 
lifetime if you invested the proceeds.  This is based on formulas including life-expectancy and 
an interest rate factor to derive the settlement offer. 

 
The evolution of retirement income is becoming more and more dependent on personal 

savings.  At one time we were taught our future income would be supported by the three-
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legged stool:  Social Security; employer pensions, and personal savings.  Now we are down to 
a two-legged stool which is certainly less stable.  Also each remaining leg is getting wobbly as 
well.  The future of Social Security is not guaranteed, and personal savings are not enough to 
make up for the loss of pensions. 

 
Therefore, planning for the future is more crucial than ever.   Whether you ever had a 

pension or 401(k); had questions about how much to save and where to invest or have 
concerns about Social Security, now is the time to get started planning how you can have 
more control over your future. 

-------------------------------------------------------------------- 
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Patricia Kummer has been an independent Certified Financial Planner for 28 years and is President of 
Kummer Financial Strategies, Inc., a Registered Investment Advisor in Highlands Ranch.   Kummer 
Financial is a 4 year 5280 Top Advisor.  Please visit www.kummerfinancial.com for more information or 
call the economic hotline at 303-683-5800.Any material discussed is meant for informational purposes 
only and not a substitute for individual advice. 
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